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Abstract 
The unavailability of external financing and lack of access to finance is an important research interest topic for 
scholars and an important issue for policymakers all over the world. However, compared to large companies, SMEs 
tend to report financing as a major obstacle. Financial constraints for SMEs to access finance are not questionable to 
many researchers. Therefore, this study attempts to discuss the determinants that affect financial sustainability to 
provide finance to SMEs in Malaysia. The methodology of the relationship between the requirements of financial 
sustainability and the nature of the business activity for SMEs is clear. This concept paper seeks to improve the 
theoretical parts of the analysis of the determinants affecting the financial sustainability of SMEs in Malaysia and to 
identify, on the basis of the business, the challenges that relate to the requirements of financial service providers. In 
addition, the methodologies can help researchers to obtain more information on the specific financing needs of SMEs 
and to adapt the requirements of financial service providers to the friendliness of SMEs i.e. better meet SMEs ability 
and needs in order to achieve a win-win situation 
Keywords: Financial Sustainability, Small and Medium Enterprises. 
 
1.0 Introduction 
Entrepreneurs are always backbones of any country as they are constantly seeking business 
opportunitiesand Small and Medium Enterprises (SMEs)are a strategic booster for the country's economy 
(Suhardiyah, M., 2016). They impact the economy and the society of the country. Many countries claim that 
the SMEs play a major role in job creation and wealth generation of their country. SMEs are not limited to 
specific industries and services but are involved in manufacturing, processing, trading, import-export, 
distribution, retailing, rental, and services. It is meaningful that SMEs play an important role in accelerating 
the revenue of a country that serve as power engines (Buraiki & Khan, 2018). Each country began to focus 
on the growth of small and medium enterprises to accelerate this field and achieve national development and 
sustained economic growth. This is the main reason most countries began to analyze the difficulties and 
constraints to simplify the growth of SMEs(Al Bulushi, B.H.S. & Bagum, S., 2017).  
SMEs can seek to finance from several types of financial institutions, including banking institutions, 
development financial institutions (DFIs), leasing and factoring companies, as well as venture capital 
companies, which provide equity financing. In addition, SMEs can also make use of various specific-
purpose special funds set up by the Government to help SMEs. A well-developed financial infrastructure 
that can meet the diverse financing needs of SMEs is essential to support the competitiveness and 
continuous growth of SMEs (OECD, 2017). 
The importance of finance to the growth of firms has been well documented in the literature and the 
firm-financing gap has become common terminology, depicting the inadequacy of access to finance faced 
particularly by firms(Fowowe, B., 2017). Insufficient finance is a key obstacle to firm growth and it has 
been found that small firms face bigger challenges in obtaining finances compared to larger firms(Gilbert, 
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B. A., McDougall, P. P., & Audretsch, D. B., 2006). Financing is important for firms because it helps in the 
expansion of operations, innovation, and investing in production facilities and new staff (OECD, 2016).  
According to Abdullah, H., Jali, M. R. M., & Ibrahim, F. W. (2017) pointed that SMEs constitute the 
largest number of companies in any country and play a fundamental role in the creation of employment, the 
development of skills, and the diffusion of technological knowledge. Although SMEs constitute a 
significant part of total employment in many countries, Beck, T., & Demirguc-Kunt, A. (2006) lamented 
that one of the reasons they may not be able to contribute to economic growth is because they face greater 
growth obstacles which are caused by their limited access to finance. Compared to larger firms, SMEs often 
have difficulties to access financing from the formal financial system (Cook, 2001). Particularly 
commercial banks often view providing loans to SMEs as too risky or involving high transaction costs 
(Beck, T., & Demirguc-Kunt, A, 2006). 
Even though funding is the most vital aspect of the survival of any enterprise, however, there are 
many pieces of evidence that show that SMEs face a lot of challenges in accessing the necessary funding to 
enable them to grow, generate more output and create more employment (Harvie, 2011). This should be a 
source of concern to policymakers since SMEs are considered as important sources of dynamism, 
innovation and job creation in both developed and emerging economies. Similarly, in developing 
economies, SMEs contributes significantly to employment and national income. For instance, according to 
Asia-Pacific Economic Cooperation (APEC) (2016), 97 percent of establishments and over 50 percent of 
employment in the workforce in the regions' economies comprises SMEs. In Malaysia, SMEs recorded a 
real Gross Domestic Product (GDP) growth of 5.2% during the year, resulting in an increase in the SME 
contribution to 36.6% of the country's GDP. This implies that SMEs make a significant contribution to 
employment and national income. 
However, despite this achievement access to finance has been one of the greatest challenges facing 
SMEs in Malaysia (Zairani & Zaimah, 2013); Harvie, 2011; Haron &Ibrahim, 2016). Studies have 
identified a lack of collateral, insufficient documents to support loan application and lack of financial track 
as the major constraints that hinder SMEs access to finance in Malaysia (Haron & Ibrahim, 2016). 
Similarly,Ropega, J. (2011) identified poor financial management decision as one of the causes of failure 
among start-up SMEs. One of the frequently mentioned reasons often advanced by banks on their 
reluctance to extend credit to SMEs is the high-risk perception of the SMEs (Cessar & Holmes, 2003).  
 Financial institutions are found to impose a stringent requirement for small enterprises before 
approval of any loan. Apart from the requirement for collateral, financial institutions require a lot of 
information about the business especially the financial management strategy of the firm. This brought to 
fore the need for the SMEs to have a sound financial strategy that would ensure financial sustainability to 
create confidence among the lenders. According to Browman (2008) financial sustainability is the ability of 
a firm to maintain sound financial management capacity in terms of asset growth, annual surplus, ability to 
be resilient in the short-run and the and ability to maintain its services/operations in the long-run. 
According to Leon (2011) firms can ensure financial sustainability by the implementation of financial 
strategy and planning; income diversification, sound administration and finance and own income 
generation. Incorporating these pillars in the financial management strategy of SMEs could lead to 
improvement in their financial track which can help in changing lenders’ perception about them. 
Theoretically, while it is acknowledged that there is a body of literature that sought to bring to the fore the 
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challenges, dynamics and funding issues faced by SMEs, however, the issue of access to finance has 
remained a reoccurring one. This might be linked with the perceived position of SMEs as drivers for 
economic development as already highlighted. This study is focused on the financial sustainability among 
SMEs. It looks at the ability of firms to identify and the potential to diversify their access to finance. Thus, 
the aim of financial sustainability is to ensure accesses to finance goals are reached by guaranteeing 
sufficient income to enable it to invest in its operating. To fulfil this aim, organizations need to pursue 
sustainable growth especially in terms of their finance. 
 
2.0 Literature Review  
Financial sustainability practices and financial self-sufficiency are widely used concepts without any 
clear definition. Financial sustainability practices are the ability of an organization to maintain its capacity 
(Bowman, 2008a). Financial sustainability refers to the ability to cover all their costs from their own 
generated income from operations without depending on external support or subsidy (Musoke et.al., 2017). 
According to Leon, (2001) financial sustainability practices means ensuring the longevity of the 
organization. Financial sustainability practices can be evaluated by Organization’s net income (the surplus 
of revenues over expenses); Liquidity (the cash available to pay bills); and Solvency (the relationship 
between assets and debt or liabilities). Any discussion of financial sustainability practices would not be 
complete without a study of financial management sustainability. Basically, financial sustainability 
practices are the ability to maintain financial management capacity (Bowman, 2008). This includes 
short‐term sustainability, as indicated by annual surpluses, as well as long‐term sustainability indicated by 
asset growth (Bowman, 2011a). Short‐term sustainability is associated with the ability to be resilient, while 
long‐term sustainability is associated with the ability to maintain services.  In a 2011 study, Bowman 
explores the concept of the “sustainability principle” (Bowman, 2011b). This principle asserts that 
sustainability requires sufficient annual surpluses to maintain asset values at replacement costs over the 
long‐term while simultaneously maintaining available financial resources in the short‐term (Bowman, 
2011a).  Organizations unsustainable in the short‐term are often plagued by long-lasting cash shortages, 
while organizations at risk of being unsustainable in the long‐term may have adequate cash but inflation 
will cause the value of its assets to erode over time. Financial sustainability requires growth of assets faster 
than the long‐term rate of inflation of 3.4 percent (Bowman, 2008b). In the same 2011b study mentioned 
above, Bowman found that more than half of the non‐profit organizations included in the study were 
unsustainable in the long‐term, with 45% of them demonstrating negative returns. The author further 
recommends that non‐profit organizations should regard poor returns seriously and begin planning a capital 
campaign when the return on assets fall appreciably below 3.4 percent (Bowman, 2011a). National US data 
demonstrated that non‐profits are more focused on generating unrestricted cash in the short‐term rather than 
long‐term capital preservation. 
 
2.1 Determinants of Financial Sustainbility  
2.1.1 Financial Strategic and Planning 
Leon (2001) describes a financial plan of action as consisting of projected expenditures and the 
organization’s potential to generate the income to cover those expenditures. In explaining the importance of 
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a financial plan, Scarborough (2011) says that entrepreneurs who fail to develop workable strategies for 
earning a profit from the outset will eventually suffer the ultimate business penalty: failure. More important 
a financial plan is a vital tool that helps entrepreneurs to manage their businesses more effectively, steering 
their way around pitfalls that cause failures. According to Plunkett et al., (2008) money is the basis for all 
an organization’s operations, from acquiring resources to honoring employee checks to compensating 
investors. Money is the lifeblood of an organization. It flows to all operatives, and in turn, allows work to 
flow. A company's financial health affects its ability to function at every level. If money is indeed the 
lifeblood of an organization, then for all intents and purposes an enterprise must make sure that it plans for 
the right diet to keep this blood at the right levels so that it continues feeding the whole body of the 
enterprises. They add further that planning is preparing for tomorrow, today and that this provides direction 
and unity of purpose for organizations and their subsystems. Barringer and Ireland (2008) also add that an 
entrepreneur's ability to pursue an opportunity and turn the opportunity into a viable entrepreneurial firm, 
largely hinges on the availability of money. Kavanagh (2007) also states that long-term financial planning 
is a vital discipline for creating and maintaining financial sustainability.   
 
2.1.2 Income Diversification 
Diversification of income is a strategy employed by organizations with an aim of reducing the risk of 
external shocks since different sources of income are likely to be affected differently by external shocks. In 
the context of this study, this term refers to the ability of organizations to reduce dependence on one 
dominant source of income and to access alternative additional sources for funding its mission. The second 
level of financial sustainability is income diversification, referring not only to internal income generation 
but also to the number of income sources that provide our main funding(N. J. Madise, 2015). Even if an 
organization has twenty donors, it will remain extremely vulnerable if a large portion of the budget depends 
on only one of these. Any change in this donor’s decision can induce a major crisis. At least 60% of the 
organization’s overall budget must come from five different sources. Given their appreciation of the 
changing funding environment, organizations are slowly realizing the need to invest in income generating 
projects(Epstein, M. J., 2018). These are intended to create financial sustainability for the respective 
organizations. 
 
2.1.3 Sound Administration and Finance 
Sound administration finance involves obtaining, recording and analyzing financial information. This 
financial information is to be then communicated to enable decision making. It also must be controlled and 
protected in terms of access so that it is not tampered with, which might affect the ability to make sound 
decisions (Appleby, 1994). A sound administration and finance system involve a clear outline of the 
personnel, procedures, technology, and records used by the enterprises. For instance, there should be 
specific people handling cash, records or books kept for purchases, sales etc., as well as procedures for 
requesting use of finances in the enterprises. This ensures that there are people held responsible and 
accountable for use of financial resources and there is an audit trail for finances used. Leon (2001) observed 
that knowing how to manage resources is essential to achieving financial sustainability practices. She noted 
that efficient procedures for administration and finances are governed by series of institutional policies that 
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help us make the most of our resources and ensure transparency in fiscal management. Moreover, these 
procedures must enable us to anticipate the organization’s financial standing and, ultimately, make timely 
decisions in a timely manner. Efficient procedures also allow us to generate income through the financial 
management of available assets. Sound administration finance must fit the organization's needs. Regardless 
of their scope and structure, these procedures must record the organization's transactions to enable us to 
visualize the organization as a whole'. Apart from the accounting procedures, financial statements are 
important in decision making (Greene 2006). 
 
2.1.4 Own Income Generation 
As part of their character of being creative and innovative, youth entrepreneurs should be able to 
devise ways of raising funds for their businesses without relying heavily on debt financing. They do not 
have to rely solely on financial institutions and government agencies for capital (Scarborough, 2011). A 
focus on debt or transfer of part or full ownership when the enterprise is still young and growing may not be 
a very wise option for the entrepreneur. Scarborough, Wilson, and Zimmerer (2009) observe that excessive 
borrowing in the early days of the business puts intense pressure on its cash flow and becoming a minority 
shareholder may dampen a founder's enthusiasm for making a business successful.  
Financial sustainability is an ongoing process. It is difficult to say in absolute terms that 
organizations are financially sustainable, given all the factors that are not exclusively financial, which affect 
the financial sustainability of many organizations. However, there are key indicators that can help 
determine whether an organization is on a path to financial sustainability (Ngoe, O. A., 2012). Financial 
sustainability practices are a critical element of organizational effectiveness. The capacity of an 
organization to develop appropriate and effective financial management processes and systems, 
strategically use financial information to support program development and costs and to ensure stability and 
sustainability are essential to a healthy and vibrant organization (Bowman, 2011b). 
 
3.0 Methodology 
Research methodology including statistical procedure with a description of survey instruments, data 
collection method and targeted population with their brief introduction to this research. With the validity 
and reliability of the measurement scale, also present statistical analysis technique which used to elaborate 
all hypotheses. There are many firms has been taken for the targeted population. Each firm has a different 
population size, therefore according to the ratio, the survey questionnaire will be distributed on a random 
sampling of the managers. The size of the manager in each firm is different from each other therefore 
random-effect modeling is considered more appropriate for this research. 
 
4.0 Significance of Research andDiscussions 
This study is very important for the development of SME activities in this country. The findings of 
this study will hopefully provide more information on improving the financing of SMEs in Malaysia, which 
support the development of SMEs, especially in raising funds to expand their business. In light of this 
research, the finding will be used to provide SMEs with additional information for successful business 
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financing in terms of financial sustainability. In addition, the researcher considered this area of study very 
important for the development of SME access to finance in Malaysia by examining the success factors of 
SME financing. Therefore, SMEs are exposed to the important factors that influence successful financing. 
 
5.0 Conclusion 
This is a conceptual paper for a study to investigate the determinants that influence the financial 
sustainability of financial services providers to provide financial needs to SMEs, especially SMEs. From 
the literature review, we can expect to correlate the factors of company structure, primary information 
source, credit protection policies/procedures, contract characteristics,and monitoring strategies, as well as 
the nature of the companies acquired by financial providers.  The findings should help SMEs to better 
understand the needs of financial service providers based on the acquired companies and give SMEs 
insights into the preparation of bankable proposals for more profitable, accessible and affordable funding. 
The results should also help financial service providers to better understand the unique financing needs of 
SMEs and to structure financing products that better meet the financing needs of SMEs. It is further hoped 
that better access to finance will help boost the growth of SMEs, which are crucial to the development of 
the economy. 
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